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Objectives Agreed Upon at Conference 


1. That the federal government should reduce federal excise 
taxes as soon as practicable (special consideration should be given 
to local telephone calls, intrastate electric energy, gasoline and 


admissions taxes) ; 


2. That the federal government should amend inheritance and 
estate taxes to provide more equitable division of this revenue 


between the federal government and the states; 


3. That the federal government should relinquish to the states 
the federal tax on employers levied to cover the administrative 
expenses of the state employment security programs, and the states 
will assume the responsibility for the administration of the unem- 


ployment compensation and employment service programs; 


4. That the Congress take the earliest possible action to correct 
by federal law the income tax inequities existing between the com- 


munity property and the non-community property states; 


5. That the states should avoid encroachment upon tax fields 


which are peculiarly adaptable to federal uses. 
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Federal-State Taxation 


‘THE CHICAGO CONFERENCE OF SEPTEMBER 26TH AND 27TH 


In this and succeeding articles, Stare GOVERNMENT deals with vital issues dis- 

cussed and constructive action taken at a meeting of historic significance: that of 

representatives of Congress and the Governors’ Conference, held in Chicago late 

in September, on problems of national and state taxation. The first and second 

articles are introductory; the remainder present specific aspects of the over-all 
problem in greater detail. 


HE CONFERENCE of senators, congressmen, and 

governors held in Chicago on September 26th 

and 27th, 1947, was a unique meeting. For the 
first time, representatives of the national Congress 
and the state governments came together lor the 
specific purpose of developing common understand- 
ings and a common approach to problems of taxa- 
tion. 

The meeting produced a unanimous statement 
of principles and objectives (see page 299), far-reach- 
ing in its promise of an improved scheme of taxa- 
tion and an improved allocation of governmental 
functions. 

It has long been agreed that improvements are 
needed in the total tax structure of the United 
States. In terms of federal-state relations, this struc- 
ture is notable for the fact that many taxes now 
levied by the federal government could be more 
appropriately utilized by the state governments. 
The reverse situation—states levying taxes more 
suitable to the federal government—also exists in 
many cases. ‘The consequences are undesirable. Per- 
haps the most important result is that states are left 
without adequate resources to supply public serv- 
ices. This tends to cncourage the states to make 
greater and greater demands on the federal govern- 
ment. It leads the federal government into assuming 
responsibility for activities that traditionally and 
properly are the responsibility of states and locali- 
ties. Such a situation is fraught with danger, for the 
weakening of state and local governments weakens 
the entire federal system. 


Practical Approach 

The Special Committee on Federal-State ‘Tax 
Relations of the Governors’ Conference has con- 
cerned itself with this problem for more than a year. 
lt held preliminary meetings with members of the 
House Ways and Means Committee and the Senate 
Finance Committee in March, 1947. A substantial 
area of agreement appeared to exist. Arrangements 


were made for the Chicago meeting of September 
26th and 27th with wide representation from the 
House and Senate tax and expenditures commit- 
tees and from the Governors’ Conference. (Those 
who attended the meeting are listed on the inside 
front cover.) 

An observer at the conference was impressed with 
the vigor and directness with which its participants 
approached the problems at hand. Nobody made a 
speech. Round-table discussion—hard-headed, prac- 
tical, moving from point to point—began from the 
moment the meeting was convened. Technical 
experts and consultants were frequently heard. As 
one listened through the hours, important overtones 
became apparent: 

1. There was a clear understanding by all present 
that the meeting had historic importance. This was 
a new approach to solving the problems of federal- 
ism. “The Conference,” its final statement read, 
“. ... has demonstrated that the problem is a joint 
problem and that progress can be made toward con- 
structive solution by joint action.” Behind these 
words was the realization of the unique character of 
the meeting; this gave the proceedings buoyancy, 
clarity, and a touch of excitement. 


Challenge to Democracy 

2. Another implicit understanding became appar- 
ent. All the conference participants were sensitive to 
the challenge to the American democracy, and its 
way of freedom, made clear by recent events both 
at home and abroad. There was an absence of 
clichés about the American way. But there was 
manifest a determination to prove the validity of 
democratic government by strengthening it. The 
meeting itself was one manifestation of the vitality 
of the American federal system. The group turned 
its main efforts to giving new vigor to the states and 
localities. 

“The American form of government,” the con- 
ference statement said, “is founded upon the prin- 
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ciples of local government and citizen participation 
in government.” 

g. A third striking aspect of the meeting was 
the absence of federal-state rivalry. Problems of 
reorganization in the field of inter-level government 
are usually complicated by special interests at each 
level, by competing sets of officials, and by the bias 
of each group in favor of its own powers and pro- 
grams. None of this entered into the discussions in 
Chicago on September 26th and 27th. “We all 
work for the same ends, we all have a single job to 
do,” one participant said. The general agreement 
that “local, state, and federal governments all must 
be strong” will surprise no one. Nor is there any- 
thing unusual in the informal agreements reached, 
although not incorporated in the final statement, 
with respect to such matters as the necessity for tak- 
ing anti-inflation measures and the need for rapid 
payment of the national debt. There is, however, an 
element of signal statesmanship when senators, con- 
gressmen, and governors can, in mutual self-denial, 
unanimously state: 

“To achieve a higher degree of efficiency, reduce 
duplication, and to achieve economy and stabil- 
ity in our coordinated system of federal, state, 
and local governments, our states must cease rely- 
ing upon the federal government to do things 
for them and their citizens which they can do 
for themselves as well as, or better than, the fed- 
eral government. 

In order that the state and local governments may 
be enabled to assume those functions, the federal 
government should reduce those taxes which can 
be administered best by state and local govern- 
ments.” 

j. An allied factor was the non-political and non- 
partisan character of the meeting. Democrats and 
Republicans sat and talked without identification 
as such, and their words supplied no party label. 
The statement issued by the conference had no 
political undercurrents. 


First Steps and the Future 

5. A final, notable aspect of the meeting was the 
stark realism of those present. They were not to be 
contented with any easy statement of generality. 
There was, rather, the realization that the long 
range objectives had to be supported by specific 
recommendations. There was the sober recognition 
that only “‘first steps can now be taken.” ‘There was, 
finally, the important understanding that first steps 
did not suffice. 

Plans were made that promise even greater 
achievement in the future. ‘““The Conference be- 
lieves,” the statement reads, “that the beginning 
here made has demonstrated the desirability of coop- 
eration between the federal government and the 
states in the consideration of tax and revenue prob- 


lems. It is therefore recommended that the pro- 
cedure initiated at this Conference be established on 
a continuing and regular basis.” 

The “first steps” actually taken by the Chicago 
conference are no small ones. (See the other articles 
in this issue of Srare GOVERNMENT.) They represent 
(in points one, two, and three) an outline of all the 
most immediately desirable measures by which the 
states and localities may have a larger direct share 
of the nation’s tax income. An enormous step for- 
ward would be made by the enactment into law of 
the first recommendation alone: reduction of federal] 
excises, especially as applied to local telephone calls, 
intrastate electrical energy, gasoline, and admissions. 
These taxes by every criterion are suitable for state 
and local collection. They yielded the federal goy- 
ernment in 1945-46 more than $952 million. They 
would go far in making it possible for states and 
localities to supply many governmental services 
with their own resources. The other recommenda- 
tions hold similar importance for both states and 
localities. 


Mutual Advantages 

The advantages of the suggested program, how. 
ever, do not run in only one direction. The admin- 
istrative gains that would spring from the enactment 
of the third recommendation (to relinquish to states 
the federal tax on employers now levied to cover 
administrative expenses of state employment secu- 
rity programs) would be shared equally by the 
federal and state governments. And the federal gov- 
ernment would also directly gain from recommen- 
dation four (to correct income tax inequities 
between community property and non-community 
property states) and from recommendation five (to 
avoid state taxation in fields peculiarly suitable fon 
federal uses). 

In a larger sense, however, the benefits of the pro- 
gram cannot be balanced in this direct fashion. All 
three levels of government in the United States serve 
the same people and have the same _ purposes. 
Neither the federal government nor the states nor 
the localities have a vested interest in a revenue to 
be collected or a function to be performed. Their 
interests are one. Together they serve revenue- 
raising and service-performing functions within a 
single, closely integrated governmental mechanism. 

This is the only realistic view of the American 
federal system. From this view, the strength of one 
level of government is the strength of the whole 
system. 

The Chicago conference showed its awareness of 
that basic truth. The emphasis it placed on state and 
local governments resulted from no narrow view. 
The proposals to strengthen state and local govern- 
ments are proposals to maintain the strength of 
the nation. 
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Overlapping Taxes and Moves 


for Coordination 


The historical background of the problem which the representatives of Congress 
and the Governors discussed is traced in the following article. 


UPLICATE taxing of the same tax base by two 
or more levels of government has been one 
of the major developments in American 

public finance during the twentieth century. More 
than go per cent of total federal and state tax 
collections in 1946, exclusive of payroll levies, came 
from sources used by both those governmental 
levels. 

The nature and extent of overlapping is indicated 
in the tables which accompany this article. 

This overlapping has grown apace with the tre- 
mendous increase in governmental revenues, and 
with the demand for governmental services. Within 
the past forty years, our governments have taken on 
many functions. They have increased services in the 
fields of education, highways, health, agriculture, 
social security, public works, and other areas which 
affect all citizens. These functions account for 
approximately 80 per cent of the present-day cost 
of government. 

Most of these increased costs have occurred at the 
federal level. As recently as 1913, federal expendi- 
tures were only about $700 million. This amounted 
toa little more than one-fourth of the total expendi- 
tures of all our governments during that year. The 
emergencies of World War I and the depression of 
the 1930's greatly increased federal costs. In 1933 
they constituted $3,864 million or slightly more than 
one-third of the total. By 1939, federal expenditures 
had reached $9,211 million, almost equal to the 
aggregate of state and local expenditures. World 
~~ Federal and State Tax Collections, Fiscal 1946* 

(Exclusive of payroll taxes) 
(In millions of dollars) 


Tax Federal State 

Net Income: 

Individual 18,705, 395 

Corporate 12,462 436 
Death and gilt 677 143 
Alcoholic beverages 2,526 466 
Tobacco 1,166 199 
Gasoline 406 goo 
Admissions 415 12 
Stock transfer 30 30 
Other 2,562 2,338 

Total 38,971 4.919 


~*U. S. Treasury, Division of Tax Research, Federal-State 


Tax Coordination (Washington, July, 1947) 


War II and its aftermath have resulted in even 
greater federal expenditures. 

Altogether, government tax revenues amounted 
to about 12 per cent of the national income in 1929; 
to about 21 per cent in 1939; and to 33 per cent in 


1946. 


Rise of Duplication 

Faced with mounting expenditures; the federal 
and state governments have been on the alert for 
new tax sources. This has meant diversification— 
and, as the record reveals, overlapping. 

Through most of the nineteenth century and as 
recently as 1913, the central government relied 
mainly on import duties and consumption excises 
on alcoholic beverages, tobacco products, and a few 
other commodities. The states and their subdivi- 
sions derived their revenues, for the most part, from 
taxes on property, polls, corporate franchises and 
other business privileges. Until the 1920’s property 
taxes were the leading source of state revenues. 

In 1909 Congress imposed a corporation tax on 
net income. Four years later, with the adoption of 
the Sixteenth Amendment to the Constitution, in- 
come taxation became standard practice for the cen- 
tral government. The productivity of this new 
revenue source may be gauged from the fact that 
about go per cent of federal revenues were derived, 
in 1913, from imports and excises, whereas in 1946 
almost 80 per cent (exclusive of payroll assessments) 
came from taxes on individual and corporate net 
income. 

The second and third decades of the twentieth 
century likewise saw important changes in the fiscal 
structures of the states. Modern state taxation of 
incomes began with the passage of an income tax 
by Wisconsin in 1911 and by Massachusetts in 1916. 
In the two decades that followed, most of the states 
abandoned to a large extent the general property 
tax to local jurisdictions. They substituted for it 
a more diversified and balanced taxing structure. 
Bases adopted included licenses, specific excises, net 
income and death taxes, general sales, use, and 
gross receipts taxes. 

Major fields of federal-state duplication are in- 
dividual and corporate incomes, death and gift 
taxes, and taxes on alcoholic beverages, tobacco, and 
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YEAR OF ADOPTION OF MAJOR OVERLAPPING TAXES OF THE FEDERAL AND STATE GOVERNMENTs! 


| Net income | Alcoholic bev- 
State vehicle fuel 
, . | taxes taxes Gallon- | Liquor i 
Corpo- Indi- | : license taxes 
ration | vidual 
taxes olies 
1909 1913 1916 1932 1933 1942 1932 
Alabama...... 1933 1933 1931 1937 IgII 1923 
1933 1933 1g12 1933 1g12 192! 
1929 1929 1935 192! 
1929 1935 1893 1939 1935 1905 1923 
1937 1937 1901 1933 1913 1919 
Connecticut... . . IQI5 1889 1937 1937 1903 1921 
| 1917 1869 1933 1905 1923 
District of Columbia...| 1939 | 1939 1936 | 1934 1907 1924 
1931 1935 1921 
Georgia........ 1929 | 1929 1913 | 1937 1g10 1921 
Idaho. ...... 1931 193! 1907 1935 1913 1923 
Illinois. ...... 1895 1934 1907 1927 
1913 | 1933 1905 1923 
ee 1934 1934 1896 | 1934 1904 1925 
1933 1933 | * 1937 1913 1925 
Kentucky... . 1936 1936 1g06 | 1934 IG1O 1920 
re 1934 | 1934 1828 1940 | 1934 1914 1g21 
hy | 1893 | 1934 1g05 1923 
Maryland ........ 1937 1937 | 1844 1933 | 1904 1922 
Massachusetts....... IgIg 1916 | 1891 | 1933 1903 | 1928 
Michigan......... | 1893 | 1933 1905 | 1925 
Minnesota... .. 1933 1933 | 1875 | 1937 1934 1903 | 1925 
Mississippi. . . . | | 1912 | 1918 | £1934 1gi2 | 1922 
Missouri... . . | IQI7 1917 | 1895 | | 1934 | 1903 | 1925 
Montana..... 1917 | 1933 | 1897 | 1933 1913 | 1921 
Nebraska ... 192! 1935 1907 | 1925 
Nevada...... | 1935 1913 } 4 923 
New Hampshire. . . 1923 | 1878 | 1934 1905 | 1923 
New Jersey... | 1892 | | 1933 1903 | 1927 
New Mexico. . | 1933 1933 1gIg | | 1934 igi2 | 1919 
New York. ... | 1917 | 1919 1885 1933 | | 1929 
North Carolina. | 1921 | 1g2t | 1847 | 1937 * 1934 1g0g | 1921 
North Dakota. 191g | 1903 1936 
1893 1933 1906 | 1925 
Oklahoma... . 1931 | 1915 1907. | 194! * 1939 Igit | 1923 
Oregon...... 1929 | 1931 1903 1933 1933 1905 1gIg 
Pennsylvania. . 1937 1826 | 1933 1903 | 1921 
Rhode Island. . 1916 | 1942 1933 1904 1925 
South Carolina | 1922 | 1922 | 1922 1935 1906 1g22 
South Dakota | 1935 1935. | 1905 1935 1905 | 1922 
Tennessee . . . | 1923 1929 | 1893 1939 1939 1905 | 1923 
1907 1935 | 1907 1923 
1931 | 1931 | Igor | 1935 1g09 1923 
Vermont..... 1931 | 1931 1896 | 1934 1904 1923 
Virginia. .... 1916 | 1916 1844 1934 | | 1934 1910 1923 
Washington........... Igo! 1941 1934 1905 1921 
West Virginia........ | 1935 1887 1935 1905 1923 
Wisconsin... ... Igit | | 1903 1933 1934 1905 1925 
Wyoming...... | 1903 1935 1913 1923 
Number of States 32 | 33 7 «| 12 | 31 17 48 48 
Extent of municipal 
overlapping, 1941....| None | | None None (*) (7) (°) 
286 
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Overlapping Taxes and Moves for Coordination 


gasoline. All of them are taxed by the federal gov- 
ernment, and all of them heavily except gasoline. 
Quantitatively, overlapping sources accounted for 
75 per cent of state and 88 per cent of federal reve- 
nues in 1941. The trend during World War II was 
toward still more duplication until go per cent of 
all federal-state revenues in 1946 came from over- 
lapping sources. 

Nor does this complete the picture of overlapping 
and duplication. Many municipalities, in a des- 
erate search for new revenues, have levied sales 
and payroll taxes, and have adopted business and 
motor vehicle licenses. This has further compli- 
cated the problems of tax administration, and has 
added to the cost of enforcing compliance by tax- 
payers. 


Toward Coordination 

The year 1917 is usually accepted as the begin- 
ning of the fiscal coordination movement. In that 
year a National Council of States met to consider 
the problems of conflicts in jurisdiction and un- 
balanced fiscal relationships. Activities were sus- 
pended with the onset of World War I, and the or- 
ganization remained inactive after the war. An- 
other early evidence of official state concern was a 
proposal by Governor Sproul of Pennsylvania at 
the annual Governors’ Conference in 1920 for a 
federal-state fiscal agency. During the twenties the 
National Tax Association also showed considerable 
interest in the problem. It was in the thirties, how- 
ever, that plans and programs for action expanded 
and crystallized in response to the ever-increasing 
problem of tax duplication. 

At the First General Assembly of the States, held 
in 1933 under the auspices of the American Leg- 
islators’ Association,’ there was created an Inter- 
state Commission on Conflicting Taxation. That 


1 The predecessor of the Council of State Governments. 
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commission engaged in what has been termed “by 
far the most exhaustive research on the subject of 


federal-state fiscal relations” up to that time. Its 


report in 1935 was particularly comprehensive and 
able. None of the commission’s major recommenda- 
tions was adopted, but the proposals served to gen- 
erate interest in the need for tax coordination. Sub- 
sequently, during the late thirties, the Special 
Committee on Taxation of the Council of State 
Governments held numerous meetings with federal 
officials, and the Fifth General Assembly of the 
States, in January, 1941, endorsed by resolution a 
proposal for a national tax commission designed to 
resolve problems of intergovernmental taxation. 

Then, in June of the same year, the Treasury 
Department appointed a Committee on Intergov- 
ernmental Fiscal Relations, composed of Harold 
Groves, Luther Gulick and Mabel Newcomer. Un- 
der the direction of this committee another able 
and comprehensive report was prepared and, in 
1943, presented to Congress.? That report was very 
broad in scope. It contained many general recom- 
mendations for improving intergovernmental tax 
and fiscal relations but, also, a number of specific 
proposals for immediate action. Unfortunately, it 
was presented to Congress at a time when little con- 
sideration could be given to it. With the country 
engaged in the greatest war of its history, the im- 
mediate problem was to secure every possible bit of 
revenue for the federal government, without ref- 
erence to the effect on the intergovernmental tax 
structure. 

Meanwhile, in 1941, the National Tax Associa- 
tion, the National Association of Tax Adminis- 
trators, and the American Bar Association had 
formed a single joint committee in an endeavor to 
find a solution to the tax duplication problem and 


2 Federal, State and Local Government Fiscal Relations, 
Senate Document Number 69, June, 1943. 


rhe Following Footnotes are for the Table on Page 286 


Source: Treasury Department Committee on Inter- 
governmental Fiscal Relations, Senate Document No. 69, 
78th Congress, first session. Federal, State, and Local 
Fiscal Relations, Washington, 1943. 


'In addition to these taxes, property taxes have been the 
foundation of the tax structure of local government since the 
beginning of the Republic and a principal source of state 
revenue as well. Today 14 states have practically given 
up state general property taxes (California, Delaware, Illi- 
nois, Michigan, New Hampshire, New York, North Carolina, 
Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, Ver- 
mont, Wisconsin). Most of these have abandoned the tax since 
i930. No federal property tax is imposed. State capital stock, 
corporate excess, or franchise taxes paralleled the develop 
ment of the corporate form of business enterprise in the 
nineteenth century, and states have traditionally dominated 
this field. The present federal capital-stock tax was first 
enacted in 1934. Under the impetus of the go-percent credit 
allowed against federal unemployment compensation pay- 
roll taxes, all states have enacted pay-roll taxes since 1936. 


2 License, not excise. Montana license repealed in 1939. 

3On light beer and (for Mississippi) wine. 

‘County monopoly. 

5 Philadelphia, the only instance. 

6 Municipal liquor taxes are generally restricted to licensing 

of vendors for regulatory purposes. Local licensing is almost 
universally employed. New Orleans has excise tax on spirits, 
wine, and beer; and a few other local governments have such 
excises. 
7 Rather general in Alabama, Arkansas, Georgia, Illinois, 
Kentucky, Missouri, Nebraska, North Carolina, Tennessee, 
and Virginia. Operators’ licenses are municipally imposed in 
20 States. 

Sin 6 counties in Alabama, 4 counties in Mississippi, and 
153 cities and towns in Florida, Missouri, Nevada, New Mex- 
ico, and Wyoming. Municipal motor-fuel taxes have no doubt 
heen prevented by state sharing of motor-fuel taxes with 
municipalities. ‘ 

® Birmingham, Denver, Kansas City, Mo., St. Louis, and 
numerous Florida cities have cigarette taxes. A New York 
City tax was repealed when the state tax was introduced in 


1939. 


| 
RS 
taxes 
362 
| 
135 } 
35 
ant 
35 
137 
134 
06 
132 
41 
139 
21 
1G ee 
139 
39) 
37 
27 
3! 
35 $$ 
37 
39 
23 
3! Bs 
23 
37 
14 
35 
15 
39 | 
4 


288 State Government 


in the hope that some order might be brought out 
of chaos. The deliberations of that committee were 
hindered by the recent war, but its report was 
finally made public in 1946.* 

This, then, is the background of the problem 
which faced the Joint Conference of the Repre- 
sentatives of Congress and the Governors when it 
convened in Chicago, on September 26 and 27 this 
year. 

During the preceding fifteen years a number of 
distinguished groups had devoted much time and 
effort to exhaustive research. Many able reports 


3 The Coordination of Federal, State and Local Taxation. 


had been issued. Despite these eflorts, however, the 
problem of intergovernmental tax duplication was 
greater in 1947 than ever before.* The Joint Con. 
ference recognized a basic, present and growing 
need for agreement and action by governmental 
representatives—representatives empowered to trans. 
late appropriate recommendations into actuality. 

4The disappointing result of all these earlier efforts a 
succinctly stated some ten years ago in the 1937 edition of the 
Book of the States— ‘ . with taxes mounting, with record 
state budgets piling heavier loads on selected tax goats, with 
cities clamoring for more taxing power, with emergency taxes 
riveted into permanence, we are still in the committee st; age of 
reports, restating of the tax problem, headshakings over diffi 
culties. Will 1950 find a self-governing people Staggering 
under worse apes oars tax burdens, still only listening to re- 
ports about it and wishing somebody would do something?” 


Excise Taxes 


Yardsticks for measuring their value to the states are applied in this section. 


HE Jour Conference of Representatives ol 

the Congress of the United States and the 

Governors’ Conference adopted as the first of 
its recommendations for early action the proposal 
“that the federal government should reduce federal 
excise taxes as soon as practicable.” It further held 
that “special consideration should be given to local 
telephone calls, intrastate electric energy, gasoline 
and admissions taxes.” In so doing, the conference 
recognized the desirability of federal withdrawal 
from tax fields especially adapted to state and 
local revenue-raising. Most of these are areas which 
the federal government entered only recently, as 
emergency measures during the great de pression and 
World War II. 

The memorandum of the Technical Committee 
for the Special Committee on Tax and Fiscal Policy 
of the Governors’ Conference pointed to certain 
tax sources which are preeminently fitted for state 
and local use. These tax sources are distinguished 
toa i degree by three characteristics: 

. They are widely and uniformly distributed 
over the entire country and are thus equally avail- 
able as revenue sources to all the forty-eight 
states. 

2. They are capable of withstanding interstate 
and interlocal differences in tax rates with little if 
any diminution in their yield and without causing 
undesirable economic repercussions. 

3. They are suitable for effective and economical 
administration at the state and local levels. 

In addition to taxes on real property, on general 
retail sales, and on the lower brackets of incomes 


and estates, the taxes which come closest to satisfy- 
ing these requirements include those on gasoline, 
local public utilities, theaters, and other places of 
amusement. 


Gasoline Taxes 


The gasoline tax was first introduced by the 
states, beginning with Oregon in 1919, and has 
been imposed by all the states for more than ten 
years. It has become one of the most important 
sources of state revenue. Collections in 1946 
amounted to $887 million and accounted for 18 
per cent of total state tax revenue, exclusive of 
unemployment compensation taxes. As developed 
by the states, the gasoline tax has been considered 
primarily a service charge against highway users. 
To a large extent the revenues derived from it have 
been earmarked for highway construction, main- 
tenance, and debt service. 

The federal gasoline tax was imposed as an 
emergency measure in 1932. Subsequently it has 
been re-enacted and increased. The initial rate was 
one cent per gallon. Congress raised this temporar- 
ily to one and one-half cents per gallon for the last 
six months of 1933, then restored it to one cent. 
The present rate of one and one-half cents per gal- 
lon was provided in the Revenue Act of 1940. Al 
though the gasoline tax has been a_ substantial 
revenue producer for the federal government, as 
shown by the following tabulation, the collection 
of $406 million in 1946 comprised less than one 
per cent of total internal revenue collections. 

Frequent proposals have been made for the re- 
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Excise Taxes 


Federal Gasoline 
Tax Receipts 
(in thousands 


Fiscal Year of dollars) 
1941 343,021 
1942 369,587 
1943 288,786 
1944 271,217 
1945 405,563 
1946 405,694 


peal of the federal gasoline tax. The Senate Finance 
Committee in 1933 and again in 1935 recommended 
its elimination on the ground that it was an un- 
warranted invasion of a field of taxation formerly 
reserved to the states. The Interstate Commission 
on Conflicting Taxation in 1933 and the Council 
of State Governments in 1937 and 1947 urged the 
federal government to relinquish this source of 
revenue to the states. The same recommendation 
came in 1946 from the Joint Committee of the 
American Bar Association, the National ‘Tax Asso- 
ciation, and the National Association of Tax Ad- 
ministrators, and in 1943 from the Special Com- 
mittee of the Treasury Department. 


Admissions and Other Excises 

The federal government levies excise taxes on a 
number of other sources which appear to be suited 
to state and local use. Such utilization is now 
severely limited by the heavy wartime burden of 
federal taxation which these sources are obliged 
to bear. The following table lists certain specific 
federal excises which, from the standpoint of state 
and local governments, it would apparently be ad- 
vantageous to eliminate or reduce. 


Year 1946 
(in thousands 
of dollars) 


Description of Tax 


Admissions, 1 cent lor each 5 
cents or major fraction there 
of on amount paid 

Bowling alleys, pool tables, etc., 
for each table or alley 

Local public utilities: 

Local telephone service, 15 per cent 

Electrical energy, 3'% per cent 


441.500 


{5.084 


5Q.112 


The repeal or reduction of any of these excises 
would release taxable resources to the direct or in- 
direct benefit of state and local governments. From 
the state and local fiscal standpoint, two considera- 
tions are important in appraising them—for reduc- 
tion or repeal by the federal government: (1) the 
ability of state and local governments to recapture 
all or part of the released revenue sources; and (2) 
the distribution of the released revenue sources 
among the several states. 


289 


As regards ease of recapture, the four sources— 
admissions; bowling alleys, pool tables, etc.; local 
telephone service; and electrical energy—have ob- 
vious advantages over many other types of federal 
excises. Many states and localities already tax one 
or more of them and have done so successfully over 
a long period of time. The sources in question have 
demonstrated their ability to withstand interstate 
and interlocal differences in rates, as contrasted with 
other taxes which lead to adverse competition be- 
tween areas in attracting and holding taxpayers 
within their borders. 


Revenues for Local Governments 


From an administrative viewpoint, the admis- 
sions tax is particularly well adapted to levy and 
collection by local governments. Wider use of this 
tax by local governments would give added revenues 
to the metropolitan areas which are in the greatest 
need of assistance. The present federal admissions 
tax covers motion pictures, legitimate theaters, 
sporting events, amusement parks, dance halls, and 
other items. It does not cover ticket sales in excess 
of the established price, leases of boxes or seats, 
roof gardens and cabarets, and club dues, all of 
which are separately taxed. Perhaps 80 per cent of 
the yield of the federal admissions tax is attributable 
to motion picture theater admissions. 

Although the federal government has levied taxes 
in this field since 1917 and the states, beginning 
with Connecticut, have done so since 1921, the 
greatest extension in the last few years has been 
among local governments. In early 1947, cities in 
Alabama, California, Georgia, Missouri, New York, 
Pennsylvania, Virginia, Washington, and West Vir- 
ginia were deriving substantial revenues from taxes 
on admissions and amusements. The state of Wash- 
ington withdrew from the amusement tax field in 
1943 and turned it over to the cities and counties. 
Ohio took similar action in the 1947 legislative ses- 
sion. 


Taxes on Utilities 

The federal tax on local telephone service was 
imposed as a war measure. Both this tax and that 
on intrastate electrical energy can be administered 
effectively by the states and localities, largely be- 
cause the furnishing of local telephone service and 
electrical energy for residential and commercial 
use is not subject to interlocal competition. ‘The 
consumer has no choice but to pay the local tax or 
forego the service. In view of the importance of 
the services involved, the second alternative is not 
a serious possibility. 

In general these tax sources are well distributed 
among the states on a population basis. Recent 
studies reveal that reduction or repeal of the excise 
tax on local telephone service would spread benefits, 
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in the form of tax relief, almost uniformly through- 
out the United States. 

Next in order of uniformity of spread among the 
excise taxes discussed in this article is that on 
electrical energy. The tax on admissions comes 


State Government 


third and that on bowling alleys and pool tables 
fourth. 

Repeal or reduction of these taxes would dis. 
tribute substantial relief to every state of the 
Union. 


Estate and Inheritance Taxes 


Effects of the federal government's entry into this field, and the stake of the states 


in a re-division of the revenue. 


O-CALLED death taxes—levied upon estates and 
inheritances—have had a long history in this 
country. Probate duties date back to colonial 

times and inheritance taxes were first levied by a 
state in 1826. State inheritance taxation had be- 
come a general practice by the end of the nine- 
teenth century.' Until the twentieth century, the 
federal government made only sporadic entries into 
the death tax field, but emergency revenue needs 
during the Civil and Spanish-American wars re- 
sulted in temporary federal taxes on inheritances. 

Just prior to World War I, when national de- 
fense expenditures were increasing, the federal gov- 
ernment again turned to a death tax for additional 
revenue. This time it took the form of an estate 
tax. With the termination of the war emergency, 
proposals were made that the federal government 
abolish the federal estate tax, but considerable sen- 
timent had arisen for its continuation. Supporters 
of the measure contended that competitive and 
multiple state taxation in this field could best be 
remedied by retention of a federal tax, with a pro- 
vision permitting taxpayers to credit payment of 
a state tax against the federal estate tax. The up- 
shot of this controversy was a compromise which 
left the federal government in the death tax field, 
but which also gave some consideration to the states. 
Specifically, Congress in 1924 amended the federal 
estate tax to allow a credit for state death taxes (in- 
heritance or estate) up to 25 per cent of the amount 
due under the federal tax. 

Demands for further withdrawal of the federal 
government from the death tax field continued, and 
in 1926 the credit was raised to 80 per cent of the 
federal tax. The federal estate tax at that time was 
comparatively mild. The specific exemption was 
$100,000 and rates ranged from 1 per cent on the 
first $50,000 of taxable estate to a maximum of 20 
per cent on the excess of net estate over $10 million. 


!See accompanying Table A for description of the death 
taxes now levied by the states. 


Under the terms of the 80 per cent credit, however, 
the federal government largely removed itself from 
the field of estate taxation. 


Complexity Rises 

New emergencies soon sent the federal govern- 
ment scurrying for additional sources of revenue. 
With the onset of depression, Congress once again 
revised the method of taxing estates. During the 
thirties, in spite of opposition, the rates of the fed- 
eral estate tax were successively increased, but the 
credit for state death taxes remained frozen at 80 
per cent of such amount—and only such amount—as 
was due under the 1926 law. This freezing of the 
credit for state taxes means that the taxpayer must 
now calculate his federal estate tax liability under 
two separate taxes. The basic tax against which the 
80 per cent credit applies is the 1926 tax with the 
specific exemption and rates described at an earlier 
point. But the so-called additional (tentative) tax, 
against which no credit for state taxes is allowed, 
has a specific exemption of $60,000 and rates which 
range from 3 per cent on the first bracket to 77 per 
cent on the excess of estates above $10 million. The 
outcome of this change in federal estate tax pro- 
cedure is an allowance to taxpayers of a very liberal 
credit on the low-rate, high-exemption, federal 
estate tax of 1926, but no credit at all against the 
supplementary estate tax, with its lower exemption 
and much steeper rates. 

As matters now stand, the rather generous tax 
credit provision of 1926 no longer provides much 
benefit to the states. As the federal government 
has become more firmly entrenched in the death 
tax field, the states have obtained a smaller and 
smaller share of total revenues involved. The ac- 
companying Table B shows the trend in federal and 
state death tax revenues since 1924. It will be 
noted from the table that federal death and gift 
tax revenues have increased tremendously, whereas 
state tax receipts, including collections from gift 
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Table A* 
Types of State Death Taxes—July 1, 1947 


1. Inheritance tax only 


Idaho West Virginia 
[Illinois Wyoming 
South Dakota Alaska 

2, Estate tax based on federal levy 
Alabama Georgia 
\rizona Mississippi 
\rkansas New York 
Florida 


g. Inheritance and differential estate taxt 


Connecticut Nebraska 


Delaware New Hampshire 
Indiana New Jersey 

lowa New Mexico 

Kansas Ohio 

Kentucky Pennsylvania 

Maine South Carolina 
Maryland Texas 

Massachusetts Vermont 

Michigan District of Columbia 
Missouri Hawali 


Montana 
j. Inheritance, differential estate and gift tax 
California Lennessee 
Colorado Virginia 
Louisiana Washineton 
Minnesota Wisconsin 
North (¢ arolina 
f. Inheritance inde pe ndent estate and gift lax 
Oregon 
6. Independent estate tax 
North Dakota 
Utah 
7. Independent estate, differential estate and gift tax 
Oklahoma 
8. Inheritance, independent estale, differential estate 
and gift tax 
Rhode Island 
q. No transfer tax 
Nevada 
*From Federal-State Tax Coordination, Treasury Depart 
ment, Division of Tax Research, July, 1947. 
tA differential estate tax is a device adopted by many states 
to take full advantage of the credit permitted against the 
federal estate tax. 


taxes in twelve states,’ have declined. In 1930, when 
the 80 per cent credit was still in full effect, state 
receipts accounted for three-fourths of all revenues 
from death taxes. Today, with the credit touching 
only a small portion of the federal estate tax, the 
states receive less than a fifth of the combined total 
of federal and state death tax revenues. 
Competition between the federal government and 
the states for revenue leads to overlapping and con- 


2‘The whole field of gift taxation is closely related to death 
taxes, since gilts before death of the donor can and do result 
in diminished inheritance or estate taxes. Both the federal 
government and a few of the states have attempted to plug 
this loophole by the adoption of gift taxes, but with only a 
small degree of success. Students of taxation have recom- 
mended that death and gift taxes be integrated so as to 
eliminate existing tax avoidance. 


flict which makes the need for coordination in the 
death tax field apparent. Multiple taxation among 
the states creates another problem. Whether the 
federal government or the states, or both, should 
use the death taxes as a source of revenue has long 
been a matter of dispute. It has been maintained on 
high authority that “by tradition, legal theory, and 
revenue necessity the death tax belongs to the 
states.”* It is held that some taxes can more prop- 


Table B 
Federal and State Death Tax Revenues 
Fiscal Total Federal State 

Year Amount %  %Amount % Amount % 

(in millions (in millions (in millions 

of dollars) of dollars) of dollars) 
1924 187.0 100 103.0 55 84.0 45 
1930 246.0 100 65.0 26 181.0 74 
1938 561.0 100 417.0 74° 145.0 26 
1941 526.0 100 407.0 77 119.0 23 
1945 779.0 100 643.0 83 136.0 17 


erly be levied by the states than by the federal gov- 
ernment and that the death taxes belong in this 
class. The legal-theory argument is based on the 
proposition that the states control the transfer of 
property and have the ultimate title to land and 
other property. It is under state laws that property 
at the time of death passes from the deceased to 
the heir, and it is to the state that the property 
reverts in case there is no heir. These facts appear 
to establish for the states at least a prior claim to 
the field of death taxation. 


Dangers of “Underbidding” 

Another consideration, however, is the tendency 
of taxpayers to migrate from states levying high 
death taxes. States are thus tempted to bid for 
wealthy residents by setting up lenient death taxes 
or by abolishing such taxes entirely, if only to 
avoid loss of substantial tax resources. It is pointed 
out that, without federal support, state inheritance 
or estate taxation is likely to degenerate into com- 
petitive underbidding, with all the destructive fea- 
tures of a “price war.” For this reason, many fiscal 
experts feel that there is a strong case for retention 
by the federal government of a place in the death 
tax field, but that there should be extensive re- 
vision and adjustment of the present tax structure 
to bring about better coordination between federal 
and state taxes. 

Various proposals for modifying the present fed- 
eral estate tax provisions have been made in recent 
years. The Tax Committee of the Council of State 
Governments, in its 1947 report, recommended that 
a substantial credit be extended against the entire 
federal estate tax instead of merely against the basic 

3From testimony of Treasury Secretary Mellon, hearings 


by House Ways and Means Committee on 1927-28 Revenue 
Revision. 
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1926 tax as at present. A majority of the Joint 
Committee of the American Bar Association, the 
National Tax Association, and the National Asso- 
ciation of Tax Administrators recommended in a 
recent report that the federal government withdraw 
altogether from death taxation. The Special Com- 
mittee of the Treasury Department, which reported 
in 1943, suggested that the present federal law 
might be changed to allow taxpayers a credit for 
state death taxes equal to 50 per cent of the entire 
federal tax with respect to estates or portions there- 
of below $100,000, plus 25 per cent of the entire 
federal tax on that portion of estates in excess of 
$100,000. 


Effects of Proposals 


On the basis of federal estate tax collections for 
the fiscal year 1947, a flat 20 per cent credit against 
the entire federal estate tax would reduce federal 
revenues by about $79 million per year. A tax 
credit of 50 per cent on the first $100,000 plus 25 
per cent on the excess thereof (roughly the 1943 
suggestion of the Special Treasury Committee) 
would, at present, reduce federal revenues by about 
$165 million per year. 

The respective effects of these two proposals on 
the revenue position of the various states would 
vary considerably. The benefits of a flat credit 
against the entire federal tax would be distributed 
among the states in proportion to the aggregate tax 
liability of persons subject to the federal tax. Since 
the federal tax is steeply progressive, this would 
tend to concentrate the benefits of the tax credit 
in states where decedents have large estates. On 
the other hand, since the smaller estates have a 
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more uniform geographic distribution, the benefits 
of the combined 50-25 per cent credit provision 
would be more widely distributed among the sey. 
eral states. 

Some authorities suggest that the widest possible 
distribution of benefits among the states could be 
achieved by keeping the credit against the smaller 
estates at a maximum while holding the credit 
against large estates at a minimum. A credit of gs 
per cent on the first $100,000 of taxable estate, plus 
a credit of 5 per cent on the excess thereof, would 
have a considerably broader territorial distribution 
than either of the proposals described earlier. On 
the basis of 1947 estate tax collections, a 95-5 per 
cent credit would reduce present federal revenues 
by about $118 million per year, as compared with 
a probable loss of $79 million under the flat 20 per 
cent credit or a loss of $165 million under the 50-25, 
per cent proposal. 

The joint conference of representatives of Con- 
gress and governors of the states did not attempt to 
specify the exact amount by which the federal estate 
tax should be reduced or the type of credit-offset 
which should be adopted. Implicit, however, in the 
joint conference’s recommendation for a “more 
equitable division of this revenue between the fed- 
eral government and the states” was the under- 
standing that it should be accomplished along the 
following lines: 

1. The tax-offset device should be retained. 

2. The tax credit should be extended to cover all 
estate taxes levied by the federal government. 

g. Any revision should insure that the states 
would receive a more equitable share of total death 
taxes collected in this country. 


The Federal Unemployment Tax 


A program for state responsibility in finance and administration. 


HE SociAL Security Act of 1935 was designed 

to encourage and assist the states to provide 

their own systems of unemployment insur- 
ance in conformity with certain minimum stand- 
ards. 

A federal unemployment tax of 3 per cent was 
levied upon the pay rolls of those who employed 
eight or more persons in a period of twenty weeks 
during any calendar year. Not included in the pro- 
visions of the act are, chiefly, agricultural labor, 
domestic service, and employment in government 
and non-profit institutions. The act does not apply 


to railroads because their employees have been sep- 
arately covered by the Railroad Unemployment 
Insurance Act. 

If an employer has contributed to a compensa- 
tion fund established under an approved state law, 
he may credit such contributions against the federal 
‘ax up to a maximum of go per cent of that tax. 
The federal act also provides that credits which an 
employer may have received under an approved 
state experience-rating plan may offset his federal 
tax obligations to the extent of the difference be- 
tween the amount actually paid into the state com- 
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The Federal Unemployment Tax 


pensation fund and go per cent of the federal tax. 
The funds collected by the states are deposited in 
separate accounts in the Unemployment Trust 
Fund at the United States Treasury and can be 
withdrawn solely to pay benefits or to refund con- 
tributions erroneously paid. 

From funds appropriated by Congress grants are 
made to the states to finance the entire administra- 
tive costs of their systems. Strictly speaking, the 
funds collected under the federal tax are mingled 
with the total revenues of the Treasury and the 
grants to the states are made from the general re- 
sources of the government. This separation of tax- 
ing and spending provisions in the Social Security 
Act was inspired by fears concerning the attitude 
of the Supreme Court as to its constitutionality. 
Federal collections from the unoffset portion of the 
unemployment tax have proved to be a more than 
adequate source of revenue to cover both federal 
and state administrative costs. 

The Social Security Act also required that state 
unemployment compensation laws, as a condition 
of approval of tax offsets or grants for administra- 
tion, provide that “all compensation is to be paid 
through public employment offices or such other 
agencies as the Board may approve.” Actually, the 
Social Security Board approved no agencies other 
than public employment offices, and in a short 
time all the states were operating employment serv- 
ices. 


Dual System Created 


Grants to the states for employment services had 
been initiated under the earlier Wagner-Pevser Act 
of 1933, but the coming of unemployment com- 
pensation greatly increased the work (and the cost) 
of public employment offices. The financing of this 
part of the task was met through grants adminis- 
tered by the Social Security Board under Title III 
of the Social Security Act. 

This created a rather anomalous situation with 
respect to financing and administering the employ- 
ment services. On the one hand, original Wagner- 
Peyser grants were made by the Department of 
Labor on a fifty-fifty matching basis and sub- 
ject to certain conditional requirements. On the 
other hand, much larger grants were made by 
the Social Security Board for unemployment 
compensation features of the employment. serv- 
ice function, without matching by the states 
and subject to an entirely different set of condi- 
tions." 

The result was two systems of financing, two sets 
of conditional requirements, and two different 


! About 80 per cent of the total cost was financed by non- 
matching ‘T ithe III grants, the remaining 20 per cent being 
financed by matching state and federal funds under the 
Wagner-Peyser Act. 
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supervisory agencies at the federal lével. Such ex- 
tensive duplication created so many administrative 
difficulties that the two functions were integrated 
within the Social Security Board in 1939. 

From 1939 to the end of 1941 the Social Security 
Board supervised grants for the administration of 
their employment security programs—unemploy- 
ment compensation administration and the opera- 
tion of public employment offices. This integrated 
system of employment security, financed actually if 
not technically by the net federal unemployment 
tax of three-tenths of 1 per cent, was interrupted by 
World War II. Almost immediately after Pearl 
Harbor, in December, 1941, the employment serv- 
ices were nationalized to meet the war emergency. 
When the employment services were returned to 
state operation, in November, 1946, the federal 
grants for this purpose were supervised by the De- 
partment of Labor. Separate grants are now made 
for administration of unemployment compensa- 
tion and for the operation of public employment 
offices. 


Federal Unemployment Tax Receipts 


As noted previously, one-tenth of the federal tax 
of 3 per cent on employers (or 0.3 per cent of the 
total tax) may not be offset. When the Social Secur- 
ity Act was passed in 1935, there was general agree- 
ment that the purpose of retaining that amount in 
the federal treasury was to afford sufficient funds 
for the proper administration of unemployment 
compensation. In 1935, experience was lacking 
upon which to base an accurate estimate of prob- 
able administrative costs. Now, with a background 
of experience covering almost a dozen years, it is 
possible to review and compare income from the 
federal tax on employers as against the total cost of 
administration. 

The table on page 294 shows annual collections 
under the unemployment tax for the fiscal years 
1936-1947, compared with total administrative ex- 
penditures for employment security.? 

During the period between 1936 and 1947, total 
administrative expenditures have amounted to less 
than 4o per cent of tax collections. Translated into 
dollar amounts, this means that the federal un- 
employment tax has brought in fairly close to a 
billion dollars more than has been expended for 
federal and state administrative costs. A substan- 
tial portion of the excess was built up by virtue of 
the fact that employment service expenditures were 


2 Administrative expenditures include estimated expendi- 
tures by the Social Security Board and the Bureau of Internal 
Revenue, plus payments to states for unemployment com- 
pensation administration (including in some years Title III 
grants for employment services). The figures shown in the 
table do not include Wagner-Peyser grants, expenditures by 
the War Manpower Commission in operating a national em- 
ployment service, or grants to states by the Department of 
Labor for the fiscal year 1947. 
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FEDERAL UNEMPLOYMENT TAX COLLECTIONS AND 
EXPENDITURES FOR ADMINISTRATION 
or UNEMPLOYMENT COMPENSATION 
(in thousands of dollars) 


Fiscal Tax Administrative Excess 
year collections expenditures* collections 
1936 ** ** ** 
1937 57,840 12,420 {5.420 
1938 gO,127 44,901 {5,226 
1939 100,759 62,374 38,385 
1940 105,156 63,688 41,468 
1941 100,086 67,443 32,643 
1942 119,981 76,406 13.575 
1943 158,279 59,849 98.430 
1944 179,945 33,059 146,886 
1945 184,508 31,318 153,190 
1946 179,930 58,121 121,809 
1947 184,800 62,500 122,300 

Total 1,461,411 572,079 889,332 


Source: Issues in Social Security (Table 72) for fiscal years 
1936-1945; Daily Treasury Statement for fiscal years 1946 
and 1947. 

* Includes federal administrative expenditures and grants to 
states. 

**Included in amounts shown for fiscal year 1937. 


financed, as they still are, from separate appropria- 
tions after September 1, 1942. Another factor has 
been the high level of tax collections since 1943. 


Problems 

As matters now stand, a number of problems cen- 
ter around the federal unemployment tax. First, as 
the above table shows, receipts from the federal 
tax have exceeded administrative expenditures by 
approximately $goo0 million during the period be- 
tween 1936 and 1947. That money has been spent 
currently, with the result that a social insurance 
program has been used to finance general opera- 
tions of the federal government. Secondly, the 
federal unemployment tax is levied by the federal 
government to finance the administrative costs of 
the state unemployment compensation laws. An- 
omalously, the states have no responsibility for rais- 
ing funds to administer their unemployment com- 
pensation systems, although they have full responsi- 
bility for financing the cost of benefits. The situa- 
tion is further aggravated by the fact that one fed- 
eral agency makes grants to the states for unemploy- 
ment compensation administration, while another 
federal department supervises grants-in-aid for the 
operation of state employment services. 


The Solution 

The joint conference of the representatives of 
Congress and the governors of the states is of the 
opinion: 


“That the federal government should relinquish 
to the states the federal tax on employers levied to 
cover the administrative expenses of the state em. 
ployment security programs, and the states wil] 
assume the responsibility for the administration of 
the unemployment compensation and employment 
service programs. 

The enactment by Congress of legislation to 
carry out this proposal would go far toward ameli- 
orating the dificult and unfortunate problems that 
have arisen under the existing method of adminis. 
trative financing. The proposal contemplates the 
following: 

1. Contributions under state unemployment com. 
pensation laws might be credited in full against the 
federal unemployment tax, instead of up to a maxi- 
mum of go per cent as at present. Employers would 
no longer be required to file duplicate tax reports. 

2. The states would levy and collect the full tax 
on employers and deposit all receipts in a single 
trust fund. Administrative expenditures would be 
subject to state budgetary and fiscal controls, and 
the state legislatures would appropriate the neces. 
sary funds to cover such expenditures. 

3. Federal supervisory control would be main- 
tained through the establishment in the Internal 
Revenue Code of specific conditions governing 
standards of state administration. 

j. Federal grants-in-aid for unemployment com- 
pensation administration and the operation of state 
employment services would be discontinued since 
the states would assume responsibility for financing 
these activities. | 


Single Federal Agency Needed 


The joint conference did not take under consid- 
eration the need for integrating unemployment 
compensation and the emplovment services, since 
this matter does not touch directly on tax and fiscal 
policies. 

\t present all but three of the states have achieved 
a substantial degree of integration by locating theit 
unemployment compensation and employment serv- 
ice functions within a single department or agency. 
At the federal level, however, the Social Security 
Administration handles the supervision of state un- 
employment compensation administration, whereas 
the Department of Labor supervises the state em- 
ployment services. Qualified observers rather gen- 
erally agree that immediate action should be taken 
by Congress to designate a single federal agency 
which would supervise state employment security 
programs, cooperate with the state agencies operat- 
ing these security programs, and carry out such 
other federal functions as may be required by 
law. 
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Community Property and 
Federal Income Taxes 


Federal action is proposed to equalize liabilities between community property 
and non-community property states. 


HIRTEEN STATES and the territory of Hawaii 

operate today under community property 

laws which enable married people to obtain 
substantial cuts in their income taxes by splitting 
the family income equally between husband and 
wife for federal tax purposes. These states are 
Arizona, California, Idaho, Louisiana, Michigan, 
Nebraska, Nevada, New Mexico, Oklahoma, Ore- 
gon, Pennsylvania, Texas, and Washington. 

In general, community property is property and 
income acquired after marriage through the pro- 
ductive energies, labor, and talents of the spouses. 
Spanish and French law, from which the system 
was inherited, held such property to be owned 
jointly and equally by both husband and wife. In 
thirteen American states today, upon the death of 
one spouse, one-half of the community property 
automatically becomes the separate property of the 
surviving spouse without transfer. he other one- 
half is subject to devise and bequeath by the de- 
ceased partner. Usually excluded from considera- 
tion as community property—and therefore from 
equal and joint ownership—is property acquired by 
either husband or wife before marriage, and prop- 
erty acquired during marriage by one alone, 
through gift, inheritance, or bequest. 

The salient feature of the community property 
system is stated succinctly by the Oklahoma Com- 
munity Property Law of 1945 (H.B. No. 218, Laws 
1945, Sec. 3) which provides that: “All property ac- 
quired by either the husband or wife during mar- 
riage and after the effective date of this Act, except 


that which is the separate property of either as 
hereinabove defined, shall be deemed the com- 
munity or common property of the husband and 
wife, and each shall be vested with an undivided 
one-half interest therein. . . .” 


Income Splitting 

Middle and high income families in community 
property states, in general, pay lower federal in- 
come taxes than do such families in non-community 
property states. This is possible because of the 
graduated character of the federal income tax. Hus- 
band and wife both file separate tax returns. 
They divide the family income between them and 
thus shift part of the income into a lower tax 
bracket. 

The U.S. Supreme Court sustained this practice 
in Poe vy. Seaborn (282 U.S. 101). Deciding, in this 
case, on a law of the State of Washington, it vali- 
dated the application of local laws of community 
property to the division of income for federal tax 
purposes. 

The accompanying table, prepared by the Divi- 
sion of ‘Tax Research of the U. S. ‘Treasury Depart- 
ment for a report on “The Tax Treatment of Fam- 
ily Income” (Washington, June 1947), shows the ap- 
proximate savings in federal income tax to married 
taxpayers without dependents in the community 
property states. 

Tax savings on net incomes below $5,000 a year 
are trifling; below $3,300 there are none at all, since 
the net income is already in the lowest income tax 


COMPARATIVE TAX LIABILITIES OF MARRIED CoupLes With No DEPENDENTS 
IN COMMUNITY PROPERTY AND NON-COMMUNITY PROPERTY STATES 


Net income. Total tax on married couples 


Tax saving in 


before Non-community prop- Community prop- community property state 
exemption erty state erty state Amount Per cent 
$ 5000 798 760 38 48 
10,000 2,185 1,843 342 15-7 
15,000 4,047 3,154 893 22.1 
25,000 9,082 6,460 2,622 28.9 
50,000 24,795 18,725 6,071 24.5 
100,000 63,128 50,274 12,854 20.4 
500,000 , 107,465 383,544 23,921 5-9 
1,000,000 839,715 815,794 23,921 2.8 
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bracket. Concerning the relative tax advantage 
enjoyed by those taxpayers having approximate 
annual net income of $15,000 to $100,000 in the 
community property states, Stanley S. Surrey, ‘Tax 
Legislative Counsel of the Treasury Department, 
has observed that this group has the equivalent 
of “a federal tax holiday at least every fifth 
year.” 

Outside of the community property states, efforts 
of taxpayers to achieve income splitting have been 
partially successful. The courts, for example, have 
upheld the division of investment income through 
outright gifts, joint tenancies, family trusts, cor- 
porations, and similar methods. The courts have 
not, however, approved the splitting of income 
earned by one spouse—“‘earned income” in contrast 
to “investment income”’—in non-community prop- 
erty states (Lucas v. Earl, 281 U.S. 111). Therefore, 
to the extent that income splitting has been prac- 
ticed successfully in non-community property states, 
middle and upper bracket families with investment 
income have enjoyed considerably greater benefits 
than those with earned income. 

As of early 1947, it was estimated that 
1,400,000 couples having combined income above 
the first surtax bracket were effecting annual federal 
income tax savings of approximately $542 million 
by filing separate returns. Almost four-fifths of 
these couples obtained savings of $38 or less; the 
remaining group achieved more important savings, 
as indicated on the table on page 295. 


about 


Efforts to Equalize Liabilities 

Over the past twenty-five years, various efforts 
have been made to equalize individual income tax 
liabilities as between community property and non- 
community property states, and among recipients 
of investment and earned income. 

At the federal level, Congress and the executive 
branch since 1921 have considered numerous pro- 
posals to make joint returns mandatory or to tax 
community property income to the spouse who 
manages and controls such income. The most re- 
cent attempt to require joint tax returns for mar- 
ried couples in all states was rejected by Congress 
in 1942. In the following year, the special commit- 
tee designated to conduct a study on intergovern- 
mental fiscal relations in the United States recom- 
mended (Senate Doc. No. 69, 78th Cong., 1st sess.) 
that Congress defeat discrimination resulting from 
state community property laws by providing that 
they should not apply in the operation of federal 
tax laws. More recently, in 1946, a joint committee 


of the American Bar Association, the National Tax 
Association, and the National Association of Tax 
Administrators recommended that Congress 


equalize tax liabilities by either (1) taxing the in- 
come of married couples community property 


State Government 


states in the same manner as the income of married 
couples in non-community property states; or (g) 
by allowing married couples in all states to divide 
their total income equally between them when filing 
separate returns. These and other alternatives are 
under study by agencies of the federal government, 
The alternative currently receiving greatest at- 
tention is the plan to extend to married couples in 
all states the tax advantages now enjoyed by citizens 
of community property states. This would, presum- 
ably, be accomplished by granting all couples the 
option of dividing their combined incomes, exemp. 
tions, and deductions for income tax purposes, and 
of filing separate returns. Bills to accomplish this 
end were introduced during the first session of the 
8oth Congress. Spokesmen of committees to which 
the bills were referred have gone on record as favor. 
ing equalization of tax liabilities in the revenue 
reorganization measures to be reported next year. 


Trends in the States 


In the absence of federal action, some states have 
sought in recent years to procure the tax advantages 
of the community property system for their own 
citizens. Oklahoma was the first 
property state to adopt the system after the federal 
income tax amendment was ratified. In 1939, Okla- 
homa enacted an optional community property law 
under the terms of which could elect 
to come under the community concept. 
Oregon adopted a similar law in 1943. 

Recent court decisions have established the rule, 
however, that an optional system, such as the Okla- 
homa law created, is not adequate to entitle tax. 
payers to receive the benefits of community property 
status. In Commissioner of Internal Revenue v. 
Harmon (323 U.S. 44) the court reviewed the “per- 
missive initiation of community property status” 
under the 1939 Oklahoma law and held the law in- 
effective as applied to the federal income tax be- 
cause “the community system of Oklahoma is not 
a system, dictated by State policy, as an incident of 
matrimony.” 

Accordingly, in 1945, both Oklahoma and Oregon 
repealed the laws in question. At the same time, the 
Oklahoma legislature adopted a new law which 
omitted the elective features. It made the system 
universal in application and mandatory in opera- 
tion. The Bureau of Internal Revenue held this 
law to be valid as applied to federal income taxes. 
The Bureau also upheld a law of similar intent 
which had been passed by Hawaii in 1945. 

Great interest in the subject was shown during 
the 1947 sessions of the state legislatures. Michigan, 
Oregon, Nebraska, and Pennsylvania adopted com- 
munity property laws, all of which have been ap- 
proved by the Bureau of Internal Revenue; other 
states authorized interim committees to study the 
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system and report to the next legislative sessions. 
-A large and growing number of the states have 
yreferred, however, that action to equalize the tax 


liabilities of all citizens should come through, 


amendment of federal tax laws. To that end, 
Arkansas, Colorado, Illinois, lowa, Kansas, North 
Dakota, South Dakota, and Wyoming, among oth- 
ers, have memorialized Congress to adopt a uniform 
income tax basis. Several legislatures refused to 
adopt community property systems in 1947 because 
of the presumed advantages of federal action. On 
the one hand, a simple federal tax amendment 
could give all married couples the same tax privi- 


leges and advantages; on the other hand, a state 
could obtain the advantages of community prop- 
erty states only by adopting the system in full as “a 
system dictated by State policy,” with all the at- 
tendant legal complications. 

The joint conference of representatives of Con- 
gress and the Governors’ Conference endorsed 
the superior advantage of federal action to equalize 
tax liabilities. Accordingly, the conference recom- 
mended: “That the Congress take the earliest pos- 
sible action to correct by federal law the income 
tax inequities existing between the community 
property and the non-community property states.” 


Federal Grants-in-Aid 


A summary of the background and guideposts for future legislation. 


EDERAL GRANTS and subsidies to the states are 

not a new development in this country. In 

one form or another they have existed since 
the initial formation of our federal government. 
But the present system of grants-in-aid for continu- 
ing activities of government really dates from the 
Smith-Lever Act of 1914. Beginning in that year, 
we inaugurated a system of federal grants to the 
states Which has grown by leaps and bounds during 
the past thirty years. 

Total federal grants for the fiscal year 1915 
amounted to only $5.5 million. By tg25 this figure 
had increased to approximately $115 million. ‘The 
high water mark was reached in 1935 when ovei 
$2 billion was allotted to the states in the lorm of 
emergency relief grants. During the fiscal year of 
1947 federal grants-in-aid exceeded a billion dollars. 
Most of this sum was expended for regular, con- 
nuing grants. The following table shows the trend 
of federal grants since 1915, as well as the percentage 
ol emergency grants to total grants. 

The major continuing federal grants-in-aid are: 


©, Emergency grants 
to total grants 


Fiscal year Lotal grants 


5-488,000 
1920 77,115,000 
1925 114,478,000 oO 
1931 183,484,000 11 
1935 2,161,054,000 98 
1939 04,474,000 40 
1943 986,188,000 37 
1O45 865,418,000 42 
1947* 1.208,.200,000 


* Preliminary figures. 


agricultural aid, mainly the county agent system, 
established in 1914; highway construction, estab- 
lished in 1916; vocational education, established in 
1917; public health, established in 1918; employ- 
ment security, established in 1933; public welfare 
and assistance, established in 1935. In addition, the 
79th Congress established three new grant-in-aid 
programs in 1946: airport construction, hospital 
construction, and the school lunch program. The 
table on page 298 indicates the amount of federal 
tunds expended for regular and emergency grants 
during the fiscal year ending June 30, 1947. 

Even the huge sum of $1.2 billion does not repre- 
sent the total of federal aids to other levels of gov- 
ernment. For example, the figures in the table on 
page 298 do not include payments in the nature of 
shared revenues, payments in lieu of taxes, pay- 
ments for the performance of services for which the 
federal government is responsible, loans which may 
or may not be repaid, and expenditures for the 
National Guard. ‘These payments will add at least 
another $150 million to the total. 

It is estimated that regular federal grants-in-aid 
will exceed $1,500 million for the current (1948) 
fiscal year, based on existing legislation and appro- 
priations. In addition, numerous proposals are 
pending in Congress to extend grants—grants for 
elementary and secondary education, grants for gen- 
eral relief, grants for expanded health services and 
grants for water pollution control. This list is by 
no means exhaustive. 

The expansion of federal grants-in-aid for con- 
tinuing functions of government gives pause to 
those who believe that, to the greatest possible ex- 
tent, each level of government should be responsible 
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Amount in millions of 


Program dollars 


Regular Grants 
Highways 


180.9 
Agriculture and Forestry . 47-6 


Vocational Education 20.5 
Vocational Rehabilitation 14.6 
Old-Age Assistance. . . . . .. §15.7 
Aid to Dependent Children . 113.4 
Aid to the Blind 14.9 
Unemployment Compensation 
Administration 59.8 
Employment Service . . . . . | . 42.5 
School Lunch . 78.0 
Other Regular Grants... yl 
Total Regular 31,1532 
Emergency Grants 
Highways . . 23.0 
Maternity and Inf: init ( wale 11.0 
Other Emergency Grants. . 21.0 
lotal Emergency. . . 
Total Grants . .$1,208.2 


for raising its necessary revenues and for maintain- 
ing its necessary services. In reviewing this broad 
problem the Joint Conterence of Representatives 
of the Congress and the Governors’ Conference had 
the following to say: 

To achieve a higher degree of efhciency, reduce dupli 
cation, and to achieve economy and stability in our co 
ordinated system of federal, state and local governments, 
our states must cease relying upon the federal govern 
ment to do things tor them and their citizens which they 
can do for themselves as well as, or better than, the fed 
eral government. In order that the state and local govern 
ments may be cnabled to 
federal government should 
can be administered best by state 

It is becoming more and more apparent that fed 
eral grants-in-aid must be considered, not as a 
separate problem, but as an important factor in 
the complex intergovernmental tax and fiscal struc- 
ture that has developed willy-nilly in this country. 
To discard the grant-in-aid device without readjust- 
ing federal, state, and local taxes is neither desirable 
nor practicable. On the other hand, it would seem 
to be feasible to reduce the volume of grants-in-aid 
by readjusting the tax structure so that each level 
of government may collect to a greater extent the 
revenues necessary to maintain the governmental 
services which it performs. 

The allocation of adequate sources of revenuc 
among its component members is an essential con- 
dition for the maintenance of a strong federal sys- 
tem of government. Experience indicates that when 


functions, the 
which 


assume those 


reduce those taxes 


and local governments. 
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a unit of government loses power to raise a sub. 
stantial portion of its own revenue, it loses power 

function effectively on its Own initiative. Ac. 
cordingly, when consideration is being given to the 
distribution and utilization of revenue sources 
among the federal, state, and local governments, the 
importance of fiscal independence and responsibility 
in each area should be emphasized. 

Most people who believe in our system of gov- 
ernment will agree that the closer the administra- 
tion and financing of governmental activities are to 
the people, the more effective will be the appraisal 
and control of them by the people. If a coordinate 
system of federal-state government is to be main- 
tained, therefore, the allocation of services, and of 
financial resources with which to undertake them, 
must be based on principles which will strengthen, 
not weaken, the federal structure. The following 
general observations are sect forth as guideposts 
which it is believed will be ot in deter- 
mining definite allocations of services and the prop- 
er scope for intergovernmental fiscal relationships; 

1. Services that are completely federal, or state, 
or local, should be administered and financed direct- 
ly by the respective level of government. 

Where it can be demonstrated that a state lacks 
the resources necessary to maintain basic minimum 
standards of public service in the national interest, 
it is appropriate for the federal government to sup- 
plement the resources of the state government with 
grants-in-aid. A similar principle is well established 
in the field of state 

The level of government making grants-in-aid 


assistance 


aids to localities. 

should require minimum standards of performance 
of the aided service but should not attempt to con- 
trol the methods or details of operations under the 
Grant-in-aid programs should be devised 
in such a manner that the lullest measure of local 
administration will be maintained. 

j. Where the full allotment to a state or locality 
under a grant-in-aid program cannot be used pru- 
dently in a given period, the amount not allotted 
should be made available during a subsequent pe- 
riod or it should lapse; but under no circumstances 
should this amount available for transfer 
to another state o1 locality. 

These general principles, while not all-inclusive, 
are pertinent to any consideration of federal-state- 
local fiscal and administrative relations. The failure 
to observe them will lead, as it has in numerous in- 
stances led in the past, to confused and uneconomi- 
cal results, compatible neither with good public 
service nor with responsible, cooperative govern- 
ment. Consequently, reconsideration of the entire 
grant-in-aid program and a reappraisal of allocation 
of services with a view to correcting existing weak- 
nesses are necessary steps toward the strengthening 
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sub | Statement of Joint Conference of Representatives of the Congress of 


a = the United States and of the Governors’ Conference 
up SEPTEMBER 27, 1947, CHICAGO, ILLINOIS 
bility We recognize that the power to tax is the power to destroy. But it is equally 

| true that a sound, coordinated use of the taxing power of all levels of our govern- 
gov. | ment can contribute to the strength and durability of the American system. 
Listra- Tax systems and the raising and spending of public monies substantially deter- 
are to | mine in the last analysis the type of government we have. 
raisal The American form of government is founded upon the principles of local 
linate government and citizen participation in government. If these principles are to be 
main- | developed and maintained—local, state, and federal governments all must be 
nd of | strong. 
them, The unprecedented high total tax bill now being paid by the American tax- 
then, payer to support all levels of government requires an immediate readjustment 
wing of the federal-state tax relationship for the purpose of preserving a working 
posts federal system. 
deter- This Conference of Representatives of the Congress and Governors of the States, 
prop- 1ecognizing these principles, has agreed on a plan of action and has demonstrated 
ships: | that the problem is a joint problem and that progress can be made toward con- 
State, structive solution by joint action. 
lirect- | To achieve a higher degree of efficiency, reduce duplication, and achieve econ- 

omy and stability in our coordinated system of federal, state, and local govern- 
lacks | ments, our states must cease relying upon the federal government to do things 
mum for them and their citizens which they can do for themselves as well as, or better 
erest, than, the federal government. In order that the state and local governments may 
) Sup- be enabled to assume those functions, the federal government should reduce : 
with those taxes which can be administered best by state and local governments. pe 
ished The accomplishment of these objectives is largely dependent upon economy in ates 
government and the establishment of fiscal self-sufficiency among the various iF 

in-aid | levels of government. Reduced governmental expenditure is a prerequisite to tax 
nance | reduction and payment of the national debt. 
) con- These are long-term objectives, but first steps can now be taken. Accordingly, : 
or the this Conference is of the opinion: Fone! 
‘vised 1. That the federal government should reduce federal excise taxes as soon as avg 
local | practicable;' 

2. That the federal government should amend inheritance and estate taxes to ns 
cality | provide more equitable division of this revenue between the federal govern- ‘ 
pru- | ment and the states; 
jotted | 3. That the federal government should relinquish to the states the federal tax 
it pe- | on employers levied to cover the administrative expenses of the state 
ances employment security programs, and the states will assume the responsibility 
insfer for the administration of the unemployment compensation and employment 

service programs; 

usive, 4. That the Congress take the earliest possible action to correct by federal law Se ae 
state- the income tax inequities existing between the community property and the feo 
non-community property states; 
us ine | 5. That the states should avoid encroachment upon tax fields which are pecu- i % 
nomi- | liarly adaptable to federal uses. ¥ 
ublic The Conference believes that the beginning here made has demonstrated the 
vern- desirability of cooperation between the federal government and the states in the Shee 
‘ntire consideration of tax and revenue problems. It is therefore recommended that the em beats 
ation procedure initiated at this Conference be established on a continuing and regular TP toa: 
weak- basis. 
ning —TSpecial consideration should be given to local telephone calls, intrastate electric energy, gaso- 


line and admissions taxes. 
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Parking Legislation 


ACTING TO Alb cities solve what is rapidly becoming 
Municipal Problem No. 1 in many communities, several 
states during 1947 enacted legislation broadening city 
powers to provide and regulate parking. 

California authorized any city or political subdivision 
to construct and maintain garages, to permit parking on 
property owned or leased by the city, and to grant 
franchises for parking purposes. Illinois authorized all 
cities to create offstreet parking facilities. In Ohio, cities 
were granted authority to acquire and improve property 
for off-street parking but such facilities must be resold 
to private operators within two years after acquisition. 

Michigan, Minnesota, Missouri, and Pennsylvania also 
authorized municipalities to operate parking accommo 
dations. South Dakota and Virginia authorized munici- 
palities to acquire, operate, and regulate parking lots as 
well as to fix and collect fees for their use. Indiana cities 
of the second class are permitted to obtain and operate 
parking facilities and to finance them through general 
obligation or revenue bonds. Wisconsin extended to Mil 
waukee and all villages authority to operate parking 
facilities, these communities having been excluded from 
the provisions of a similar law passed in 1943. 

Maine, Minnesota, Nebraska, Indiana, and New York 
established study commissions to recommend plans and 
programs for highway development and solution of tral 
fic problems. 


Displaced Persons 


GoveRNor Frep G. AANDAHL has appointed a state-wide 
committee of thirteen members to study the advisability 
of bringing displaced Europeans to North Dakota as 
permanent residents. The Governor's action is in re- 
sponse to a movement started by representatives of the 
Citizens Committee on Displaced Persons. He has asked 
the committee to consider whether North Dakota should 
indicate to Congress its willingness to accept displaced 
persons and, if so, the number and conditions under 
which immigration would be permitted. 


Homes for Veterans 


‘THe Use oF state bonus checks and terminal leave bonds 
to finance mutual housing projects was proposed recently 
by the State Veterans Mutual Housing Advisory Board 
in New York. 

Governor Thomas E. Dewey has pledged support for 
the program as have the Veterans Administration and 
the Federal Housing Administration. 

The success of the plan—which is expected to provide 
some ten thousand dwelling units—depends on a favor 
able vote at the forthcoming clections on the proposed 
$400 million bond issue to finance a veterans’ bonus. 
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Under the program the veterans would organize mu. 
tual ownership corporations under New York’s limited 
dividend laws which enable communities to grant tax 
exemption. Housing Commissioner Herman 'T. Stichman 
estimates that tax abatement would save each participant 
in the project between $4,000 and $5,000 over a twenty 
to twenty-five year period. According to present plans, 
the apartments to be provided would rent for less than 
S20 a room. 


States Gain Population 


ALL THE states and the District of Columbia gained in 
civilian population between July 1, 1946 and July 1 
1947, as revealed by a recent analysis of the Bureau of 
the Census. 

During this period approximately 1,500,000 persons 
were added to the civilian population of the United 
States because of continuing demobilization of military 
personnel, about 2,600,000 because of excess of births 
over deaths, and approximately 200,000 because of net 
foreign immigration. 

Total population, including members of the domestic 
armed forces, declined in only three states between July 
1, 1946 and July 1, 1947. In these instances the decline 
is attributed to the reduced size of military establish. 
ments. 

Thirty-seven states and the District of Columbia wit- 
nessed an increase in population between April 1, 1940, 
the date of the last census, and July 1, 1947. The total 
population of the United States, excluding armed forces 
overseas, increased approximately 8.9 per cent. This rate 
of increase was exceeded in eighteen states and the Dis. 
trict of Columbia; the rate of increase in twenty states 
was lower than the national average. Eleven states regis- 
tered a loss in population, 


Oklahoma Special 


A NOVEL ADVERTISEMENT in the form of a trainload of 
Oklahoma businessmen and a four-car exhibit depicting 
the industrial advantages of their state has been making 
a nation-wide trip. 

The “Industrial Special,” containing many exhibits of 
business and living conditions in Oklahoma, is stopping 
at major cities including St. Louis, Chicago, and Boston. 
Businessmen from sixty-one Oklahoma communities are 
aboard and conduct tours through the cars. 

The exhibits are centered under the general headings 
of location, transportation, labor, fuel, raw materials, and 
living conditions. Among other points these exhibits 
emphasize low taxes and the proximity of lakes, streams, 
and other recreational facilities to industrial sites. 

After completion of the trip, an advertising campaign 
will be launched in many of the nation’s leading news- 
papers and magazines. 
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STATE TAX COLLECTIONS, BY MAJOR SOURCE AND BY STATE: 1946 


(Dollar amounts in thousands, except per capitas) 


TOTAL Sales and Indi- Corpora- | Death Unem- 
STATE ~—- gross | Licenses | vidual tion in- | Property and Sever- Other | ployment 
Amount RB | receipts | income come » | gift ance taxese compen- 
capita sation 
r of states 

48 - 48 48 33 33 455 | 4 22 26 48 
$5,952,559 | $45 $2,810,243 | $773,507 | $394,605 | $436,345 |$227,248 |$143,043 | $89,606 | $44,371 |$1,033,591 
Amount reported .| 5,901,846 45 2,797,780 | 742,586 | 408,605 | 421,670 | 225,141 | 142,193 | 89,587 | 43,742 | 1,030,542 
A a! 50,713 | (4) 12,463 | 30,921 14,000¢| 14,675¢« 2,107 850 19 629 3,0498 
Siemne..<.+++0 76,915 | 27 43,439 | 8,627 | 3,350 3,543 6,314 166 462 622 10,392 
34,451 55 20,587 | 2,221 | 3,839 4,665 3,114 
Arkansas.......... 60,100 34 39,831 | 6,252 3,375» (») 4,022 256 5,471 
Colifornia......... 620,403 70 307,695 | 34,127 | 44,946 55,783 18,982 14,513 SSS. 143,767 
Colorado.......... 55,742 50 30,211 6,270 | 3,630 3,301 4,676 2,643 gl ee ey 4,979 
Connecticut........ 80,297: 45 29,874 11,205i|........ 8,794 386 25,848 
110,897: | 46 73,453)| 20,480i|........ 3,606 1,582 10,680 
93,335i| 29 53,010 6,604) 15,1836 («) 5,773 17k 12,223 
21,767 | 44 9,756 2,892 3,120 1,456 1,655 132 102 10 2,644 
96,827 | 43 62,998 14,368 | 6,346 | 1,271 58 190m 9,346 
66,345 38 38,730 | 8,263 | 5,499 | 1,695 | 3,689 7,928 
Sutedhy...---.... 76,519) 30 37,707 7,747)| 5,525 3,861 | 8,223 1,783 80 513 11,080 
Lovisiana es 126,082! 51 61,9213 12,874 6,134 5,112 8,642 1,648 16,559 13,192 
31,751 40 12,983 6,588 5,311 3 5,927 
Maryland......... 73,433 35 31,601 9,256 6,572 3,105 3,295 oe reer 550 16,846 
Massachusetts... .. 196,818 | 7 62,470 50,051 30,369 | 18,416» 5,022 407 21,823 
Michigan.......... 293,373 54 | 175,495 | 39,449 |......... 13,304 3,740 60,890 
Minnesota......... 114,582 46 46,547 11,064 11,900 11,661 6,162 2,040 8,055 165 16,988 
Mississippi........ 65,816 32 43,025 6,152 2,540 5,350 888 208 1,522 105 6,026 
1 34,437 38 70,987 19,183 1 5,223 b ( h) 3,81 5 2,731 22,498 
Montona.......... 20,834 46 9,322 2,889 1,589 766 1,557 256 a a | 3,623 

| 

Nebraska.......... 34,315 | 29 17,861 | 6,818 1,744 2,951 

New Hampshire... . (0) (0) (°) (>) (0) 
New Jersey........ 161,005'| 38 48,741 | 12,443 | 29,001 FAVE 63,647 
New Mexico....... 29,4135) 55 18,749) 3,479 1,214¢ (se) | 2,622 471 865 30 1,983 
New York......... 839,003 | 67 209,008 81,008 | 147,737 | 176,937 | 639 32,024 166,945 
North Carolina... .. 153,077 44 71,807 21,522 16,058 21,845 4,020 Fd eee 38 15,978 
North Dakota...... 21,612 41 13,424 2,637) 1,614 543 2,580 768 
Oklahoma......... 109,165' 54 68,682: 10,781: 12,612 («) (4) 1,430 10,243 5 5,412 
55,990 46 12,657 7,530 | 14,487 8,381 1,241 11,562 
Pennsylvania...... 321,273 35 109,677 42,939 2,926 690 60,117 
South Carolina..... 61,637: 32 37,171: 3,5271 5,852 9,152 (9) 323 (a) 485 5,127 
South Dakota...... 20,086 36 15,271 3,813 4° 67 109 142 a a ee 587 
Tennessee......... 84,641 29 43,372 15,655 3,510 1,472 168 17,513 
204,871% 30 81,336 33,561 17,9293 1,919 47,727 1,685 20,714 
eee 30,844 | 50 15,658 2,386 2,579 1,277 3,052 350 gt PR 4,885 
15,114 | 49 6,389 3,705 | 1,014 592 579 372 1,796 
Ee 87,483) 28 40,584 14,910 9,090 7,145 5,223i 1,325 (a) 876 8,330 

| 

Washington........ 165,315 79 114,906 10,302 Ae: =e 5,432 3,305 173 433 30,764 
West Virginia...... 71,290 41 52,477 7,825 176 606 9,511 
Wisconsin. ........ 146,774 50 | 40,503 18,324 23,961 24,918 13,918 4,139 40 11 20,960 
9,909 40 6,141 1,688 791 1,208 


* Including states for which data are not reported, but excluding states for which collections were on taxes that expired or were repealed prior to the beginning of the 
1946 fiscal year. 

* Based on estimated population on July 1, 1945, excluding armed forces overseas. 
Taxes on unincorporated business, when measured by net income,are classified with “corporation ncome.” 
Although 9 states reported collections from state poll taxes, in only the following 6 states is a poll tax imposed as a franchise prerequisite: Alabama, Arkansas, 
Mississippi, South Carolina, Texas, and Virginia, the repeal of Georgia’s poll tax having been effective February 5, 1945; 2 of these 6 states, Arkansas and South 
Carolina, do not have their poll tax collections presented in this table, such amounts being not available to the Bureau of the Census. 

Not computed. 

e Bedenotet amount of $14,675 thousand for corporation income tax (tabulated with individual income tax for the 4 states of Arizona, Georgia, New Mexico, and 
Oklahoma) is shown deducted from total individual income tax, except for allowance of estimated amount for New Hampshire. 

' Actual amount for New Hampshire. 

* Corporation income tax is tabulated with individual income tax (segregation not available); see footnote b. 

* Corporation income tax is tabulated with individual income tax (segregation not available), and no estimate was made. 
Not entirely complete, but except for the cases of Indiana, New Jersey, and South Carolina, apparently only small amounts are missing. 

Not entirely complete. 

* Back taxes; poll tax repealed effective February 5, 1945. 

' Not complete 


;* = ET taxes (wjth penalties) on polls levied for the years 1934, 1935, and 1936. 


* Includes $2,117 thousand on banks and finance companies and $16,299 thousand from the new Soldiers’ Bonus excise tax and the additional surtax on corporations. 
Data on tax collections not available for this report except on alcoholic-beverage sales taxes (($949 thousand), alcoholic-beverage license taxes ($195 thousand), and 
unemployment compensation taxes ($3,049 thousand). These amounts have been included in “‘amount estimated” near the top of the table. 

» Documentary and stock transfer. 

* Not available for this report. 

Back taxes. 


come’ 
aw 
¥ 
an 
Vase 
2 
4 
4 
* 
3 
Je 
by 
Noe 
; 
ey 
| 
| 
ae 
; 
| 
> 
4 


THE COUNCIL OF STATE GOVERNMENTS 
1313 East 60th Street, CHICAGO 37, ILLINOIS 
Return Postage Guaranteed 


Law Library 
University of Michigan 
Ann Arbor, Michigan 


Postmaster: If addressee"has moved, notify sender on 
postage for which is guaranteed. 


REPORT OF 
THE COMMITTEE 
ON STATE-LOCAL 


RELATIONS 


CONTAINS NUMEROUS 
COMPARATIVE TABLES 


AND GRAPHIC DATA 


228 PAGES 


$3.50 per copy 


Sec. 562, P. L. & R, 
U. S. POSTAGE 
PAID 
Chicago, Illinois 
Permit No. 7733 


| 
: 
| 
| 
q 
§ 
Lie 
= { 


